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The rise of private equity as a force of change is a recent phenomenon, and
its impact has taken regulators, investors, and CEOs by surprise. The explosive
growth in these funds and the increasingly substantial size of the corporate
targets they pursue have touched off fiery debates as to the causes of the
trend, the challenges for regulators, and the implications for minority
investors.
To shed some light on the industry and its impact on Asia, the Program on
Alternative Investments of the Center on Japanese Economy and Business
(CJEB) at Columbia Business School hosted a distinguished lecture by
Deryck Maughan, chairman of Kohlberg Kravis Roberts & Co. Asia. 
Sir Deryck spoke to an audience of 200 people at Casa Italiana, Columbia
University, on February 13, 2007. The event was moderated by Alicia Ogawa,
the Program’s director. 
This report highlights Sir Deryck’s speech and the discussion with audience
members that followed. 
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My name is Alicia Ogawa. I am the director of 
the Program on Alternative
Investments of the Center 
on Japanese Economy and
Business at Columbia Business
School. I would like to first
thank our sponsors for helping
to make this event possible.
The topic tonight is private
equity and the strategy of
Kohlberg Kravis Roberts & Co.
(KKR) in Asia. Private equity is
news everywhere these days.
There are debates about how
big the industry is. There are
debates about whether it is too
big. There are debates about
whether companies choosing to
be bought out by private equity
firms are selling themselves 
at a disadvantage to existing
shareholders. On the other
hand, there are also claims that
going private results in better
corporate governance, more
consistent research and devel-
opment, and better strategic
planning. Some people attrib-
ute the growth in private equity
to dissatisfaction with the new
Sarbanes-Oxley environment,
and some to the world of ultra
liquidity that we find ourselves
living in. My informal poll of
second-year business school
students suggests that 110 per-
cent of the graduating class is
aspiring to get a job in private
equity. It is clear to me that the
industry has arrived as never
before, not even as it did during
the big, bad 1980s. 
For those of us studying
Asia, the role of private equity
is especially interesting. In many
of these markets, the so-called
public companies have never
been truly public in the sense
that we understand the term
here in the United States.
Whether we are speaking of
India, Korea, Japan, or China,
existing public companies often
arrange for their shares to be
held in friendly hands. These
might be family members, 
government institutions, or, as
the case in Japan, interlocking
relationships with related 
companies. To a large extent,
these arrangements have had
the effect of protecting man-
agement from forces that would
otherwise demand that they
maximize the value of the firm
for value investors. Friendly
shareholders in Asia have not
demanded economic excel-
lence from management very
often, whereas new private
equity owners owe it to their
own investors to manage their
portfolio companies in this
way. Private equity in Asia is,
therefore, having an impact on
corporate governance and busi-
ness organization far beyond that
which we see even in America. 
I will not intimidate every-
one in this room by reading
Deryck Maughan’s bio, but I
will make two comments about
his background. First, few 
people in this country have the
depth and breathe of experi-
ence in Asia that Deryck has,
and as soon as I wrote these
words I realized that he is not
even from this country. Second,
there are not too many people
in the world who can say that
they replaced Warren Buffet,
which is exactly what Deryck
did when he became chairman
and CEO of Salomon Brothers
in 1992 by replacing Mr. Buffet
in the chairman’s role. It was at
Salomon Brothers some 20
years ago in Tokyo when I first
met Deryck, where I worked
way under him, and it is a great
privilege to have him here
today. Either I did not cause 
as much trouble as I painfully
remember making for him, or
he has very charitably elected
to forget about it. I am happy
to accept either possibility. So,
without further ado, I would




Roberts & Co. Asia
Good evening. I would liketo thank my friends for
being here this evening and to
extend my appreciation to the
audience. I wish you all a good
evening. I appear before you 
a student of Asia, a Wall Street
ancient, and a long admirer of
Columbia Business School. I
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would like to acknowledge the
work of the Center on Japanese
Economy and Business, the
devoted leadership of Hugh
Patrick, and the courage of
Alicia in inviting me here this
evening. 
My subject is KKR’s strategy
in Asia, so let me begin with 
a word about private equity.
Private equity today is an
important and growing feature
of our capital markets. I would
argue that it is a structural fea-
ture of our capital markets, and
it is here to stay. The global
industry announced investments
of $900 billion last year, double
the amount in 2005, and 10
times the amount in 1996.
Approximately $500 billion in
new funds will be raised this
year, partly driven by pension
funds searching for better
investments and a growing feel-
ing among management and
boards that public ownership
has its limitations. By contrast,
private equity in Asia is in its
infancy, though it is also grow-
ing fast. Transactions last year
totaled $51 billion, up three
times from $17 billion in 2005.
Asia private equity funds raised
some $25 billion last year and
will do more this year. 
Henry Kravis and George
Roberts founded KKR 30 years
ago, and it was one of the very
first private equity firms. Since
then, we have completed 145
transactions, valued at some
$274 billion. On behalf of our
clients, we have invested equity
of $27 billion, which is today
worth $70 billion. In our port-
folio, we presently own 38
companies and 14 industries in
11 countries. These companies
have aggregate revenues of
about $100 billion and employ
some 560,000 people. Our phi-
losophy is very simple; we
operate as a single global
investment partnership, as one
firm. Over the past 30 years
and 145 transactions, we have
demonstrated a long-term 
orientation with an average
holding period of seven years.
We are organized in industry
teams and have built our own
consulting firm, Capstone, in
the conviction that value is
increasingly driven by opera-
tional improvements, not by
leverage or price. We began
operations in Asia a year ago,
and in some ways, we are a
start-up. However, we have the
great benefit of our brand, our
industrial expertise, and our
ability to attract the best in the
business. Today we have a team
of 17 investment professionals
in Tokyo and Hong Kong, and
we plan to grow further. 
How should we think about
the opportunity in Asia for 
private equity? By common
consent, the center of gravity of
the global economy is shifting
to Asia, and interregional flows
of trade and capital are growing
rapidly. Equally, Asia consists
of 4 billion people and 48
countries—two-thirds of the
world’s population—and the
political, social, and economic
differences are vast. Asia is,
therefore, best thought of as a
series of individual markets with
a powerful regional wind at
their back. We have the mature
economies of Japan, South
Korea, Australia, Hong Kong,
and Singapore. We also have
the growth giants, China and
India, intermediate economies
like Taiwan, Malaysia, and
Thailand, and the high-risk
countries such as Indonesia,
Pakistan, and the Philippines.
Rather than take an extended
tour, I will focus my remarks 
on China and Japan. I will be
happy to answer questions 
on others. 
China and Japan are the
second- and third-largest
economies in the world. The
potential for private investment
is great, but it is yet undeter-
mined. One is a small island
sheltered under the American
nuclear umbrella, and the other
is a continental power with
aspirations of its own. China is
history in the making . . . so
where to begin? I will pose two
questions. First, what are our
political and economic prem-
ises, and are they correct?
Specifically, will there be a
U.S.-China confrontation? My
answer is that there could well
be serious friction due to trade,
the environment, and the com-
petition for natural resources,
but there will not be an armed
confrontation and nuclear
brinkmanship of the kind 
we witnessed with the Soviet
Union. In my view, China’s 
priority is internal cohesion and
bringing a decent living stan-
dard to its 800 million rural
poor. The United States is the
world’s largest economy and a
dominant military force, but it
too must come to terms with
the limits of its power. We have
outsourced a great deal of our
manufacturing capacity to
China, and China is, of course,
our largest creditor. The United
States will restrain Taiwan, and
Asia is . . . best
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China will do the same with
North Korea. I see engagement,
not containment. Will China
maintain its high growth rates?
Yes, but it will and must mod-
erate, and I will simply refer
you to Premier Hu Jintao’s
statements on a harmonious
society. How about internal 
stability? Well, I think we should
not be under any illusions.
China is an autocratic state,
firmly in the grip of the
Communist party. There is no
free press. There will be no
multiparty elections, although
there could be improved
accountability through legal
reforms. The state controls the
key industries and will grant
stakes only in exchange for
transfer of technology and
management expertise, since
they do not need the money.
The bottom line is that the
United States and China are 
the quintessential odd couple.
They will come to know one
another and to accept each
other. There are, of course,
other views, but for 30 years
now, the risk-reward ratio has
favored the entrepreneur and
the early investor, which will
remain the case for the foresee-
able future. 
Second, how should we
invest in China? In simple
terms, for investors, there are
two Chinas. We have the state-
owned enterprises that present
important opportunities, but
where strong political connec-
tions are essential and a good
deal of patience is needed, as
our friends at the Carlyle Group
can attest. The second is made
up of private entrepreneurs
who are building new compa-
nies directed at the consumer
goods markets and industries
driven by a large and growing
middle class. We can call this
growth equity: minority stakes
with shareholder protections in
fast-growing companies. The
key here is personal relation-
ships and confidence in the
integrity of the entrepreneur.
One could think of KKR’s
approach to China as a portfolio
of options acquired at attractive
premiums. It is not the classic
buyout market. 
Turning to Japan, let us 
first talk about the economy.
Corporate earnings are strong.
Bank balance sheets have been
restored, and there is plenty of
liquidity. Market values have
doubled since 2003. Exports
and capital goods have led the
recovery, but consumption
lags, interest rates are low, and
the yen is weak. Structural chal-
lenges remain: a falling and
aging population, a shrinking
domestic market, high levels 
of public debt, and increasing
global competition. In our
view, these forces will impel
further corporate restructurings,
albeit reluctantly. In politics,
Prime Minister Shinzo Abe got
off to a strong start by visiting
China and South Korea, but his
domestic political maneuvering
has caused the public to fear a
return to old ways. Polls show
a big drop in approval ratings
from 70 percent to 40 percent.
In my view, the basic direction
of economic reform is
unchanged, but the pace of
reform will slow significantly.
The Upper House elections 
this summer will be heartily
contested. A key question for
an investor is corporate gover-
nance. On the one hand, we
have revisions to the corporate
code, an easing of antitrust 
policy, a big decline in cross-
shareholdings, and growing
signs of shareholder activism.
On the other hand, there is a
deep cultural attachment to
consensus, a stakeholder mind-
set that does not place the
shareholder first, and a fear of
foreign intrusions. Management
is still in the driver’s seat with
insiders elected to boards. 
So some things have changed,
and some things have not. 
Nothing illustrates the
attachment to the status quo
better than data on global
mergers and acquisitions (M&A).
In 2006, the total value of
global M&A was $3.75 trillion,
with more than $1 trillion 
of cross-border deals. M&A
involving U.S. companies
accounted for $1.9 trillion, and
European companies accounted
for $1.8 trillion. For Japan, total
M&A activity amounted to $149
billion, with almost no cross-
border activity. Japan has less
M&A than Australia, although
Japan’s economy is six times 
as large. While the rest of the
world reformats its industries 
in the face of new globalized
markets and production, Japan
stands apart with an industrial
structure that, in some impor-
tant respects, remains unchanged
in 30 years. The big question is,
when do the fundamental pres-
sures on Japan lead to a social
reassessment of the need to
confront change? Private equity
was introduced to Japan in the 
late 1990s as an acquirer of 
distressed assets, mainly from
The big question is,
when do the 
fundamental 
pressures on Japan
lead to a social
reassessment of 
the need to 
confront change?
—Deryck Maughan
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banks. Those memories still
color attitudes. That era is,
however, behind us, and in the
last two or three years there
has been a shift to corporate
divestitures and family-controlled
companies going private in
manufacturing, telecommunica-
tions, and retail. Annual volume
in recent years has been running
about $10 billion per year,
which is still modest. Our 
strategy is to be patient and to
clearly distinguish KKR as a
long-term investor with indus-
trial expertise and a strong
track record of successful 
rehabilitation. In addition to
potential divestitures and 
management buyouts, we are
spending a good deal of time
with large conglomerates on
their core operations and their
international strategies. Our
senior adviser is a former vice
minister of the Ministry of
Economy, Trade, and Industry,
and we are working closely
with the major banks and local
private equity firms. We welcome
coinvestment, and we will be
flexible on structures. 
In conclusion, Asia is
reshaping the world’s political
and economic landscape. Each
country is best approached on
its own terms, but the impact of
global trade, capital flows, and
competition is evident every-
where. We believe that great
industries and a vast consumer
society will be created in the
decades ahead, and private
equity will come to be accepted
as a force for economic growth
and prosperity. KKR’s strategy
recognizes that capital in Asia 
is a commodity. We seek to 
differentiate ourselves as a
value-added partner with global
reach, industry expertise, and
with a focus on operational




I recently read a report fromMcKinsey & Co. that said the
opportunity for private equity
firms in China is mainly as
suppliers of capital to manufac-
turing companies, most of which
are U.S. manufacturers that have
established firms in China.
What is your view on that, or
what specifically are the invest-
ment opportunities in China? 
DERYCK MAUGHAN
I wish I knew the answer,and if I did, I would fail to
be specific. We have assembled
an experienced investment
team in China, led by a partner
of our firm who has a 10-year
record of investing in China.
He is Chinese, received his
higher education at an esteemed
institution (Columbia), and is
recognized as one of the lead-
ing private equity investors in
China. In the 10 years prior to
joining KKR, he invested in a
range of Chinese companies
and had tremendous returns—
everything from an insurance
company, a dairy company,
and a cement company, to 
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a retailer. We are not seeking
to pursue sector themes in
Chinese manufacturing or
whatever it might be. What we
are trying to find are first-class
entrepreneurs who have an
open mind and want their
companies to grow into national
and world leaders. One of the
companies that David Lui
invested in was the unknown
Ping An Insurance (Group)
that today is, I think, the sec-
ond largest in China. That is 
an excellent illustration of the
style of investment that we
would like to pursue. 
QUESTION
What companies in Japando you think have a
global mindset? 
DERYCK MAUGHAN
Ishould have a complete listof those industries that are
global in nature, but we could
start with cars—where the
Japanese are doing very well.
Although there are some 
electronic companies that are
doing well, there are several
that are struggling to maintain
their global competitiveness,
are loosing market share, have
hundreds of subsidiaries, and
have public statements from
their CEOs stating that they
need to rationalize their activi-
ties. Toshiba has done a good
job of focusing on two sectors
and has begun to sell quality
companies that are noncore,
such as Toshiba Ceramics. The
pharmaceutical industry, where
Japan has first class R&D, is
also global. However, the com-
panies themselves lack scale.
They have begun to consoli-
date domestically, but they will
be challenged to establish
global research capability and
distribution. (I should declare
an interest; I am a director of
GlaxoSmithKline, a pharmaceu-
tical company.) I think a number
of pharmaceutical companies
in Japan are just wondering
how they can address the
global opportunity. This is an
unanswered question, but at
least the question is being
posed. The three mega-banks
are all pondering their global
strategy. Consolidation has
largely taken place. We will
have the entry of the post
office, so there will be a fight
for domestic market share. In
my view, it will be difficult to
consolidate the regional banks,
so they will be forced to look
outside if they want growth.
Now that Japan has gone
through its post-bubble years,
it is forced to ask the global-
ization question, and I think
companies are nervous about
repeating their acquisition
experience of the late 1980s
and early 1990s. Increasingly,
companies will seek partners,
either strategic partners or 
private equity partners. 
QUESTION
KKR recently opened anoffice in Tokyo. How many
years are you willing to wait
before making an initial invest-
ment and making a profit? 
DERYCK MAUGHAN
KKR has a good deal ofpatience. I think KKR
understands the nature of
Japan. When we opened in
London just eight years ago,
people were kind enough to
point out that France, Germany,
Italy, and even the United
Kingdom bore no resemblance
to the habits of U.S. capitalism.
However, the volume of private
equity in Europe over the last
two or three years is equivalent
to that in the United States.
American firms have played 
a leading role in developing
that market and will continue
to do so. I am wary of making
analogies, but it may be worth
paying some attention to the
case of Germany, which has 
a stakeholder mindset, where
large banks traditionally had
cross-shareholdings, and capi-
tal markets were relatively
undeveloped. Germany real-
ized that it had to restructure,
so all the great blue chips have
divested assets to private equity
firms. I think they are glad
they did so because they could
reinvest in their core businesses
and compete with the American
giants. Even in France there
have been notable successes.
Our Japanese friends look much
more to the European experi-
ence than the American. They
have sent teams to Germany 
to study what happened and 
to talk to those companies.
Although I do not know what
conclusions will be reached, 
we think of Japan as the
largest potential restructuring
opportunity we will ever see. 
Japan’s economy is as big as
those of Germany and the
United Kingdom combined,
and it has been in this state for
quite a period. It is a bet worth
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one were to look at the experi-
ence of other private equity
firms that have been established
in Japan, it takes three to five
years to do the first deal.
However, having done busi-
ness in Asia for 25 years, I
have learned that you cannot
wait until something is hap-
pening. You need to get there
ahead of the break, establish
relationships, build your 
competence, and be known,
because it is a market that is
highly selective in terms of
reputation and brand. I do not
think you can show up once
the game has started. I think
that is true of China and of
Japan. If we have to pay a
membership fee for a while,
that is just fine. We are glad 
to be there.
ALICIA OGAWA
You seem cautious aboutthe immediate future. 
We have had a number of false
starts with M&A activity in Japan,
and you have mentioned that
the industry could be more
dynamic if there were more
far-sighted CEOs allowing
things to happen. What signs
are you looking for to make
you feel that that opportunity
is immediate? What would get
you more excited, or what
would make you fly over there
more than once a month as
you do now?
DERYCK MAUGHAN
I am driven by data. Themarket is $10 billion per
year. It could be $50 to $100
billion. Right now there are
four to eight deals per year,
which is about a deal every
two months. Given the scale of
the industry, with $500 billion
to invest, a $10 billion market
in Japan does not merit major
league billing. Those are the
facts today, and the rest is
speculation. For parent compa-
nies, there is the loss of control
and the separation of impor-
tant operating entities with
30,000 or 50,000 people, albeit
making 1 or 2 percent returns
on capital. The separation of
those entities from the parent
is resented by the people who
were separated, because they
thought they joined a family. 
I spend every visit dealing 
with what I call the “social
issues.” The economic case 
is well understood by highly
intelligent and well-trained
people. The planning depart-
ment gets it in a minute.
ALICIA OGAWA
So, for instance, changes inthe M&A law will not give
rise to greater public support
for the kind of restructuring
you are looking for?
DERYCK MAUGHAN
We support all of thereforms that have been
made, and it certainly makes it
much easier from a technical
point of view. However, I was
speaking about a cultural and
social mindset, and one does
not have to restrict that discus-
sion to private equity. What 
is the level of foreign direct
investment in Japan, and how
does it compare to other mature
economies? I think you all know
the answer: it is fractional.
Many great multinationals 
simply conclude it is just too
hard and it takes too long, and
ask, why not invest our capital
in the growth engines of Asia?
This only increases Japanese
paranoia. But compare foreign
direct investment into China 
at $50 billion to $60 billion 
per year with Japan, which
runs between $5 billion and
$10 billion.
QUESTION
What advice would yougive Columbia Business
School students who are looking
to get into the private equity bus-
iness in Japan, India, or China?
DERYCK MAUGHAN
I think you have a couple of ways to go. First, if you
have absolute conviction, go 
to the country and join a local
firm. I think local firms in many
of these markets are more
trusted, more accepted, and
thought to be less likely to do
something erratic if things do
not work out as planned. The
risk aversion plays to the local
firm, and if you are absolutely
sure you know which market
you want to bet your career
on, that is a legitimate, front-
loaded opportunity where 
you can learn the business 
and create some future options.
My preference was to join an
established global franchise
that could raise capital—$5 bil-
lion or $10 billion at a clip—
and that had a 30-year relevant
operating experience where
we could draw tremendous
resources should we ever buy
something. Remember—one of










our first principles is that any
fool can buy a business if you
pay enough; it is what you do
with it afterwards that counts.
As we model the returns we
have received over the last 10
years in our investment portfolio,
more than half of the returns
have come from improving the
operating margin, not from the
change in leverage or change
in multiple on entry or exit.
With that in mind, I think the
global firms have a great deal
to offer, and being trained at
one of the great global firms in
New York or London will stand
you in very good stead. I take
the view that Asia will be there
five years from now. I know
everyone is in a great rush to
get rich and retire, but if you
will just bear with me, it would
be helpful if you could learn
something first. That would
allow you to be automatically
moved to a market where you
feel you have a cultural affinity
or desire to work. I would
think about local vs. global,
and if I went global, I would
probably go to one of the cen-
ters first.
QUESTION
You have been speakingabout two very different
types of economies; one is a
mature economy and the other
is a growth economy. I would
have thought that your strategy
targeted entrepreneurs in
China, and that would mean
that each of the deals would
not be large enough given the
amount of money that you
have to invest. How are you
going to deal with that?
DERYCK MAUGHAN
Let us ask how much onefirm can productively
deploy in the next five years—
$3 to $5 billion dollars. If you
asked how the $5 billion gets
directed between the various
countries of Asia, it is going to
be driven from the bottom up.
It is hard to say, but in round
numbers, I think about a third
would go to Japan, a third to
greater China, and a third to
Australia and other markets.
Right now, Australia is hot and
has taken a lot of capital.
Current fund size in the United
States is $15 billion to $20 bil-
lion, and $5 billion to $10 bil-
lion in Europe, and $3 billion
to $5 billion in Asia. Capital is
such, as you well know, that 
if the market opens and the
returns are evident, it will rush
in. Investors generally feel
underinvested in Asia, notwith-
standing all the market moves.
I think they are searching for
alternative assets, and there are
only a few channels that they
know and trust through which
they can invest. So, raising the
capital is not the problem. 
QUESTION
You have been very clearabout the slow pace of
change and restructuring in
Japan. Do you think it is going
to take some sort of external
shock—whether it is oil at
$100 a barrel or an apprecia-
tion of the yen to actually
make change happen, say in
about five years?
DERYCK MAUGHAN
I believe that there areenough strong CEOs with a
vision that we can—absent a
shock—see the formation of a
viable private equity industry
in Japan. I also tend to take
the view that if one of the top
20 companies does something
serious, it will become accept-
able. In Germany, the first
major divestiture was done by
Siemens, and it was quickly
copied by others. I think Siemens
ended up doing nine deals
with us. People say if you 
can get the right company to
do a sensible transaction, and
it works out well for everyone,
it will become acceptable
because they recognize the need.
Japan is much more resilient
now, but if there were to be a
shock, I think Japan, like most
societies, would shut down and
turn inward, and the govern-
ment would intervene. There
are very few countries that go
big bang. That includes our
own country and certainly
Europe. Japan will do every-
thing to avoid a transaction
like Shinsei Bank. In this case,
I think the bank was substan-
tially improved and value was
created for shareholders, but
the sense of resentment from
the political and financial com-
munity is still tangible. We do
not need to debate the merits.
When I spoke of partnership
and welcoming coinvestment
in Japan, I was not thinking of
coinvestment from our usual
friends in the industry. We are
trying to find ways in which
we can become more accept-
able and ensure against various
political or social risks. In
One of our first
principles is that
any fool can buy 
a business if you
pay enough; 
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other words, if we coinvest
with an important and respect-
ed Japanese institution, it will
become more possible to do
deals. We are trying to find a
way between the way things
are done in Japan and the way
we do it in America. We have
to find some hybrid that allows
rational capital to find a return
but work within a cultural 
context. That is the negotiation
that is taking place in Japan. 
I think it can happen without 
a big shock, and I think a big
shock would probably be bad
for business. 
QUESTION
How do you see the private equity industry
developing in Asia? Do you
think large global firms will
take the lead, or will local
firms do so?
DERYCK MAUGHAN
We take the view thatboth local and global
firms will do well in Asia. The
global firms have a natural
advantage when it comes to
the amount of capital that has
to be committed. Local firms’
funds are much smaller and
there is some risk limit, so,
most likely, they will have to
syndicate that out to us. We
may choose to invite them in,
as I said, for acceptance, rela-
tionship, and sourcing reasons.
I think there is a lot of mutual
business that can be done, but
the truth is if it is a big deal,
say $1 billion to $3 billion,
then I expect the global firm
has a natural, “I can do it for
you now and I can finance it,
the banks are lined up, here it
is,” answer. We also have an
advantage when it comes to
global industries. If a local firm
were to buy one of the several
Japanese semiconductor busi-
nesses, what would they do
with it once they owned it? It is
a very tough business. We own
Phillips Semiconductor and the
old Hewlett Packard business. 
I think if the market grows,
there is plenty for everybody.
If it does not grow, it will be 
a market for local firms.
QUESTION
Almost all Columbia BusinessSchool graduates last year
wanted to join the hedge fund
industry. There has been a lot
of press about the interaction
between hedge funds and private
equity firms as providers of debt
finance. They would be com-
petitors that would then create
a demand for white knights such
as KKR. Can you comment on
this and whether you see this
trend emerging in Asia?
DERYCK MAUGHAN
There is a very good corre-lation between what MBA
students want to do and what
the highest paid jobs are in the
marketplace. Did you know
that many private equity firms
do not hire straight out of busi-
ness school? They prefer you
to get experience on the street,
get trained, get those models
embedded in your brain, con-
duct extensive monitoring, and
then by invitation they hire 
the best out of Goldman Sachs,
Morgan Stanley, Merrill Lynch,
or wherever. That is the way it
has been working. The prelimi-
nary training is done on the
street. It may be a little different
in Asia and London because of
the structure of those markets
and the current demand for
people who understand the
culture and speak the lan-
guage. On the whole, howev-
er, and at least within our firm,
there is a shift from people
who grew up on the street and
who know financing and M&A,
to people who run businesses.
We have 90 investment profes-
sionals in KKR globally, up
from 40 just three years ago.
More than half of the recent
intake have an operating back-
ground and never worked at a
bank or at an investment bank.
What we are looking for are
people who know about tech-
nology, retailing, or operations
because we have to get inside
the company once we own it.
What we try to do is focus on
the trends in the industry, the
fundamentals of the company,
the medium-term outlook, and
the quality of the management,
and then we spend a great
deal of time trying to get inside
the company and getting them
to talk to us. We do not spend
all of our days running num-
bers. We hire people to do
that. As the industry grows and
certainly matures in the United
States, the skill set is shifting. 
QUESTION
You said you think thebusiness has become
vastly more difficult. Although
you had people who just
looked at financials a few
years ago, is my understanding
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correct that you do not feel
that is enough these days?
DERYCK MAUGHAN
I think the business today isclearly very different from
the business 10 years ago. The
volume of transactions is up 10
times. The amount of capital
that we are managing is up 10
times, and we are starting to
buy companies in the $30 bil-
lion to $50 billion range, not
$5 billion to $10 billion. There
is a degree of specialization by
industry today that we certainly
did not have previously. Every-
one was a generalist 10 years
ago. I still think private equity
is a great growth opportunity.
When I look at returns, I see
two driving forces: quality of
management and the perform-
ance of publicly-owned com-
panies versus private companies.
There is a huge gap between
them. The single shareholder
seems to be able to drive more
value than multiple sharehold-
ers. The PhDs can spend the
next 10 years proving me
wrong, but I think there is a
huge difference. I would also
say that as long as the industry
can return 15 to 20 percent,
and the public stock markets
returns about 8 to 12 percent,
the substantial shift of assets 
to this format will continue. 
I do not think the industry has
played out, but as we go global,
we are put into another cate-
gory. KKR is a pure private
equity play, but there are many
firms that have numerous divi-
sions, including private equity,
hedge funds, and real estate.
These firms are addressing
multiple asset classics, and,
eventually, some will be pub-
licly owned and will grow
much larger. And of course,
the industry may well be regu-
lated. There will be some
tremendous mistakes made,
but it will be a growing and
structural feature of our capital
market. At some point, no
doubt, the public shareholder
model will improve its perform-
ance and the differences will
begin to moderate, but for
now, I think there is a very big
dynamic.
QUESTION
What kind of regulationsdo you think may appear
over the next two years?
DERYCK MAUGHAN
It is up to the regulators. Ithink the industry needs to
be more open, communicative,
and transparent. Following the
lead of private equity firms in
the United Kingdom, the lead-
ing firms in the United States
have, just this year, formed 
an industry group, a lobby.
However, it is more than that.
You have to interface with the
government in a constructive
way on the theory that it is
better to have an informed
public policy than an uninformed
one. We listed a fund on a
public exchange in Amsterdam
that is essentially a public limited
partnership (LP). We did not
sell an interest in the general
partnership, but we listed an
LP and raised $5 billion. But
that brought a whole new set
of disclosure, independent
evaluation, and metrics with it,
and we cannot do one thing
for the public shareholder and
not for our private LP. No one
is raising their hand and say-
ing, “pass a new law.” The
wrong kind of regulation could
drive a good deal of activity to
London where the regulation,
at least for now, is thought 
to be more sophisticated and
responsive. I think there has
been a recent report on the
future of New York, and it is
all about that. I think Japan is
about to have hearings on the
same subject, but whether the
United States could ever have
an integrated regulator with
less of a prosecutorial mindset
is a question only America can
answer. 
QUESTION
How do you see India as aprivate equity investment? 
DERYCK MAUGHAN
India is a great place toinvest over the longer term.
I believe that it is a very
dynamic economy that will
continue to grow. Despite
many debates about India’s
sustainable rate of growth,
infrastructure, and politics,
there is a huge middle class
being born. When I was at
Citigroup, we invested very
heavily in that opportunity 
and obtained impressive
results. I think for private equity,
we again face a bit of a dicho-
tomy. The Indian government
regards certain industries as
very important—where private
ownership is restricted or
where hedge funds and private
equity are not welcomed. And
that is fine. That is their deci-
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sion. No arguments. But there
is also a vital set of entrepre-
neurial families in India who
are not only building great
companies in India but are
going global, and they are very
exciting companies. I would
say the political risk in India—
meaning democracy, free
press, property rights, as well
as language and other things—
makes India very accessible if
those entrepreneurs need capi-
tal. I think some of the projects
that are embarked upon now,
like building the Wal-Mart of
India and so forth, are great
opportunities and easy to
finance. To date, the deals
have been small, around $50
million to $150 million. We are
all familiar with the Warburg
Pincus and Bharti Telecom
deal, but it is generally venture
investing right now. I was in
India twice last year, and we
are following developments
closely. I have no doubt it will
be the next big market where
we feel we have to have a
presence on the ground.
QUESTION
Will you talk a little bitabout your strategy or
views for the smaller Asian
countries, such as South Korean,
Taiwan, Malaysia, and maybe
Vietnam?
DERYCK MAUGHAN
Korea is not that small,since it is 11th in the
world measured by Gross
Domestic Product. Taiwan is
very interesting to investors.
Yes, there are many other
opportunities in Asia. I think
our feeling is that we have to
focus; otherwise we are not
going to get anywhere. For 
the other markets, we will be
opportunistic. In other words,
if another private equity firm
or an investment bank is kind
enough to call us and show us
an idea, we will respond to it,
particularly if it is in an indus-
try where we think there is an
attractive theme or trend and
we have some prior experience.
If the deal fits us, we can fly
teams into any of these countries
and execute, but our sourcing
ability is very restricted. What is
interesting though about the
power of our brand and the
nature of the market is that we
may well get that call. If it is a
corporation conducting a dives-
titure with the advice of a 
reputable investment bank—
whether it is a formal auction
or not—that will be shown to
two or three people whom the
investment bank had essentially
prequalified. I think we fall into
that category. We get a lot of
incoming calls, but I do not want
to suggest that we have origi-
nation capacity because we do
not yet.
I was in India
twice last year,
and we are 
following 
developments
closely. I have 
no doubt it will 
be the next 
big market.
—Deryck Maughan
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